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FENNEMORE CRAIG 
A PROFESSIONAL CORPORATIC 

P H O E N I X  1 

BEFORE THE ARIZONA CORPORATIOP 

vlARC SPITZER 
Chairman 

NILLIAM MUNDELL 
Commissioner 

iEFF HATCH-MILLER Arizona Copom!bfl CGmmiSSiOn 

Commissioner * D  
aIKE GLEASON 

WSTIN MAYES f!lAB I* 5 2004 Commissioner 

Commissioner 

[N THE MATTER OF QWEST 
CORPORATION’S FILING AMENDED 
RENEWED PRICE REGULATION PLAN 

co 

___I 

DOCKET NO. T-01051B-03-0454 

MOTION TO REVISE 
PRODUCTIVITY FACTOR AND 
NOTICE OF FILING UPDATED 
PRODUCTIVITY ANALYSIS AND 
AFFIDAVIT OF PHILIP E. GRATE 

Pursuant to Decision No. 63487 and Qwest’s Price Cap Plan, Qwest Corporation 

(“Qwest”) hereby requests that the productivity factor used in the calculation of the 

Basket One Price Cap Index under the Price Cap Plan be amended to reflect the 

information contained in the attached Original Affidavit of Philip E. Grate, designated as 

Exhibit 1, in the above referenced matter. Supporting Schedules are designated as 

attachments A through C to Exhibit 1. Attachment A illustrates the 1995 to 1998 

productivity analysis that was used to arrive at the productivity adjustment factor for the 

current Price Cap Plan. Attachment B shows the same calculation performed with the 

most recent financial information available, covering the years 1999 to 2002. Attachment 

C contains historic data from 1988 to 1998. 

Significant changes have occurred in the telecommunications industry and in 

Qwest’s operations since the productivity factor was set in 2001. That factor was based 

on productivity achievements from 1995 through 1998. Thus, the productivity factor 
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PHOENIX 

x-oposed to be used to adjust rates in April 2004 is based on data over six years old. 

Exhibit 1 shows that a revised productivity factor for 2004, calculated in the same 

nanner as the current productivity factor, would be - 1.2% without any negotiated 

;onsumer dividend. This data demonstrates that the presumptive productivity adjustment 

factor established for the initial term of the Price Cap Plan is far out of line with the 

xonomic reality three years later. The current productivity calculations attached to 

Srate’s Affidavit were provided to the Staff in July of 2003 and no one has challenged 

those calculations. Without waiving its right to appeal the terms of Decision No. 66772 

3r any subsequent order clarifying the interim status of the Price Cap Plan, Qwest 

requests that the productivity factor be updated as calculated in Grate Affidavit 

4ttachment B. The productivity adjustment factor should be reduced to zero. 

RESPECTFULLY SUBMITTED thiF-day of March, 2004. 
71 6 

FENNEMORE CRAIG, P.C. 

Theresa Dwyer 
3003 North Central Ave., Suite 2600 
Phoenix, Arizona 85012-2913 

(602) 916-5999 (fax) 
(602) 916-5421 

-and- 

Norman Curtright 
QWEST LAW DEPARTMENT 
4041 North Central Avenue, 1 lth Floor 
Phoenix, Arizona 85012 

Attorneys for @est Corporation 
(602) 630-2 187 

- 2 -  
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3RIGINAL and 13 copies hand-delivered for 
?ling this 9'. day of March, 2004 to: 

locket Control 
4RIZONA CORPORATION COMMISSION 
1200 W. Washington St. 
'hoenix, AZ 85007 

2OPY of the foregoing delivered 
:his 5A day of March, 2004 to: 

lane Rodda 
4dministrative Law Judge 
4RIZONA CORPORATION COMMISSION 
1200 W. Washington St. 
Phoenix, AZ 85007 

Maureen A. Scott 
Legal Division 
ARIZONA CORPORATION COMMISSION 
1200 W. Washington St. 
Phoenix, AZ 85007 

Ernest G. Johnson, Director 
Utilities Division 
ARIZONA CORPORATION COMMISSION 
1200 W. Washington St. 
Phoenix, AZ 85007 

COPY of the foregoing mailed 
this day of March, 2004 to: 

Scott S. Wakefield, Chief Counsel 
Daniel W. Pozefsky, Esq. 
RUCO 
11 10 West Washington, Suite 220 
Phoenix, AZ 85007 
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Mark A. DiNunzio 
Cox Arizona Telcom, LLC 
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Phoenix, Arizona 85027 
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0 N. Central Avenue 
hoenix, Arizona 8 5004 

'homas F. Dixon 
VorldCom, Inc. 
07 17th Street, 39* Floor 
Ienver, Colorado 80202 

tichard S. Wolters 
iT&T 
875 Lawrence Street, Room 1575 
>enver, CO 80202- 1847 

'eter Q. Nyce, Jr. 
Xegulatory Law Office 
J.S. Army Litigation Center 
301 N. Stuart Street, Suite 713 
Arlington, VA 22203-1 837 

Richard Lee 
Snavely King Majoros O'Connor & Lee 
1220 L. Street N.W., Suite 410 
Washington, DC 20005 
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Mar-04-04 03:26pm From- T-649 P.02/04 F-129 

AFFIDAVIT OF PHJLIP E. GRATE 

Philip E. Grate, being first duly sworn upon hs oath deposes and says: 

1. 1 am a State Finance Director of Qwest Corporation (I’Qwest’’ or “the Company”) 

and make uhis aflidavit based upon my persod knowledge. 

2. *est is a wholly-awned subsidiary of  Qwest Services CorpcrrPtion, which is a 

wholly-owned subsidiary of Qwest Commwic8tions International, hc- I have prepared this 

affidavir to set fonh a showing of Qwest’s financial results ia Arizona. 

3. At page 5 of Decision No. 63487 in Docket No. T-01051B-99-0105, regarding 

adoption of  a Settlement Agreement between Qwest and Arizona Corporation Commission 

(ACC) Staff to adopt a Price Cap Plan, the Commission explahd: 

The Price Cap Plan provides that Basket 1 Services ~ l l  be capped and subject to an 
“‘inflation minus Productivity‘’ indexing mechanism. Thus, when producrivity exceeds 
inflarion, rates wiU decrease. The Productivity Factor for the initial term of the plan is 4.2 
percent, which includes a 0.5 pacent consumer dividend. 

4. In Docket No. T-01051B-99-0105 Qwest provided 1988 to 1998 MR inwastare 

datr in response to Staff data request SPR 3-001. The data Qwest provided can be found in 

Attachment C to this affidavit. It showed an annual average productivity during the period 1989 

to 1998 of  0.8 percent. Staff performed an analysis of the data Qwesc provided.’ Staff proposed 

Harry M. S h a o s h  U, Rebuml Tesrimony Regar&ng Setdement Ageertlllent, Docket No. T-OlOSlB- 
99-0105, page 10, line 26 tu page 11, line 1, 



Mar-04-04 03:26pm From- 1-649 P.03/04 F-129 

a 4.2 percent productivity factor based an Qwest’s historic Arizona productivity dwing a four- 

y e a  period from 1995 to 1998.2 The 4.2 percent annual productivity factor was incorporated 

into the Senlemmt Agreement as a cornpramhe to the respective positions of t b  parties, and 

included 0.5 percent collsumcr di~i-.~ The calculation of the 4.2 percent annual productivity 

factor based on Qwest’s 1995 to 1998 MR htriistate data, plus a 0.5 percent consumer dividend, 

can be found in Attachment A to this affidavit. 

5.  A calculatian of Qwest’s annual productivity from 1999 through 2002 can be 

found in Attachment B. The calculation yields 821 average annual productivity factor, excluding 

any consumer dividend, of negative 1.2 percent. The algorithms and data sauces used in 
Attachment B are rhe same as in Attachmeat A except that the data used in Attachment A i s  for 

the four-year period 1995 through 1998 while the data used in Attachment B is  for the four-year 

period 1999 through 2002. Arizona M R  intrastate data far 2003 i s  not yet available. 

6. The annual financial data used in Attacbent B reflect the effect o f  the 

The dara and restatement of Qwest’s financial statements €or the years 2000, 2 0 1  and 2002. 

algorithms in Attachment B are rhe same as the data aad algorithms in the revised Exhibit 

(filed with the ACC January 9,2004) to (&est’s Notice of Renewed Price Regulation Plan filed 

with the ACC July I, 2OQ3. 

&elwon No. 63487, page 10, lines 9 and 10, 
Settlement Agreement, pages 5 and 6. 

2 

2 



Mar-04-04 0 3 : 2 7 ~ m  From- T-648 P.04/04 F-128 

Affiant has read the foregoing Affidauit, knows the contents therwf, and stares that the foregoing i s  

true accarding M his best knowledge, information and belief- 
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